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PDQDJLQJ WKH LPSDFWV RI FRUSRUDWH DFWLYLWLHV RQ VRFLDO GHYHORSPHQW DQG WKH HQYLURQPHQW LV LQ WKH IXQFWLRQ RI VXVWDLQDEOH
EXVLQHVV 'HYHORSPHQW RI NH\ FRPSHWHQFHV LQ WKH DUHD RI DGGUHVVLQJ VRFLDO DQG HQYLURQPHQWDO LVVXHV LV D SUHUHTXLVLWH RI
DFKLHYLQJDQGVXVWDLQLQJFRPSHWLWLYHDGYDQWDJHRI01&VLQWKHPRGHUQPDUNHW,QDGGLWLRQORQJWHUPQHJOLJHQFHRIWKHQRQ
ILQDQFLDODVSHFWVRIWKHEXVLQHVVFDQPDNHPXOWLSOHQHJDWLYHHIIHFWVRQWKHILQDQFLDOSHUIRUPDQFHDQGWKHUHGXFWLRQRIFRUSRUDWH
UHSXWDWLRQDPRQJNH\VWDNHKROGHUVWKHUHE\UHGXFLQJLWVFRPSHWLWLYHDGYDQWDJH
*UHDW LPSDFW RQ WKH ULVH RI VRFLDOHFRQRPLF FRQVFLRXVQHVV RI 01&V ZDV PDGH E\ D EXON RI SUREOHPV FDXVHG E\ QHJDWLYH
FRQVHTXHQFHVRIWKHLUDFWLYLWLHVZKLFKJDYHULVHWRER\FRWWRIFRQVXPHUVDQGRWKHUVWDNHKROGHUV7KLVUHVXOWHGLQWKHGHFUHDVHRI
HQWHUSULVH FUHGLELOLW\ UXLQ RI WKHLU UHSXWDWLRQ EXLOW LQ \HDUV DQG IDLOXUH LQ FRPSHWLWLYHQHVV$Q01&PDQDJHPHQW WHDP KDV
UHDOL]HGWKDWXQUHVSRQVLEOHEHKDYLRUWRZDUGVHQYLURQPHQWFRXOGKDYHD³ERRPHUDQJHIIHFW´WRLW2QWKHRWKHUKDQGUHVSRQVLEOH
EHKDYLRU RI HQWHUSULVHV WRZDUGV VWDNHKROGHUV VRFLHW\ DQG HQYLURQPHQW FRXOG FRQWULEXWH WR DFKLHYHPHQW RI FRPSHWLWLYH
DGYDQWDJH)RUH[DPSOHE\HQVXULQJJRRGZRUNLQJFRQGLWLRQVWRHPSOR\HHVE\LQVWLJDWLRQRIQRQGLVFULPLQDWLRQE\UHVSHFWLQJ
RI KXPDQ ULJKWV DQG E\ RIIHULQJ D SRVVLELOLW\ RI DGYDQFHPHQW01& EHFRPH DWWUDFWLYH IRU QHZ HPSOR\HHV HVSHFLDOO\PRVW
WDOHQWHG SHRSOH%\ LQVXULQJ WUDQVSDUHQF\ WRZDUGV VKDUHKROGHUV DQG UHVSHFW RI WKHLU ULJKWV E\ FRQWLQXRXV UHSRUWLQJ DQG ULVN
PDQDJHPHQW01&EHFRPHDWWUDFWLYHIRUQHZLQYHVWPHQWV%\RIIHULQJTXDOLW\KHDOWK\DQGVDIHSURGXFWVDQGE\SHUIRUPLQJ
SURPLVHVDERXWDIWHUVDOHVHUYLFHVHQWHUSULVHVEHFRPHDWWUDFWLYHIRUFRQVXPHUV7DOHQWHGHPSOR\HHVVXEVWDQWLDOFDSLWDODQGVDIH
PDUNHWDUHWKHNH\FRQGLWLRQVIRUDFKLHYLQJ01&FRPSHWLWLYHDGYDQWDJH+HQFHLWLVREYLRXVWKDWVRFLDOUHVSRQVLEOHEHKDYLRURI
01&EHFRPHVLPSRUWDQWIDFWRURIWKHLUVXUYLYDODQGVXFFHVV%\H[SODLQLQJWKHLPSDFWRIFRUSRUDWHVRFLDOUHVSRQVLELOLW\RQWKH
FRPSHWLWLYHQHVVRI01&VWKHDLPRIWKLVSDSHULVWRKLJKOLJKWWKHLPSRUWDQFHRIVXFKSUDFWLFHIRUWKHFRPSHWLWLYHQHVVRI01&V
7KH$XWKRUV3XEOLVKHGE\(OVHYLHU%9
6HOHFWLRQDQGRU3HHUUHYLHZZLOOEHXQGHUUHVSRQVLELOLW\RI'HSDUWPHQWRI$FFRXQWDQF\DQG)LQDQFH(DVWHUQ0DFHGRQLDDQG
7KUDFH,QVWLWXWHRI7HFKQRORJ\.DYDOD*UHHFH
.H\ZRUGV6XVWDLQDEOHGHYHORSPHQWFRPSHWLWLYHQHVVPXOWLQDWLRQDOFRUSRUDWLRQV
,QWURGXFWLRQ
3URFHVVRILQWHQVLYHQHWZRUNLQJHFRQRPLHVDURXQGWKHZRUOGRIIHUDXQLTXHRSSRUWXQLW\WRQDWLRQDOHFRQRPLHVWR
HIIHFWLYHO\HQJDJHLQWKHLQWHUQDWLRQDOGLYLVLRQRIODERXUDQGEHQHILWIURPDQLQFUHDVHLQWKHYROXPHRILQWHUQDWLRQDO
WUDGHDQG LQYHVWPHQWDQGRQ WKLVEDVLV LQFUHDVHGZHOIDUHRI WKHSHRSOH:LWK WKH LQWHQVLILFDWLRQRI WKHSURFHVVRI
JOREDOL]DWLRQRIWKHZRUOGHFRQRP\LQWKHODVWGHFDGHRIWKHWKFHQWXU\LQDGGLWLRQWRHFRQRPLFSUREOHPVPDQ\
QDWLRQDOHFRQRPLHVZHUHIDFHGZLWKVHULRXVSUREOHPVRIHQYLURQPHQWDOGHJUDGDWLRQZKLFKWKUHDWHQVWRGLVWRUWWKHLU
GHYHORSPHQWH[SHFWDWLRQV7KLVVWDWHPHQWLVFRQILUPHGE\WKHSRVLWLRQRIWKH81)XQGIRUKXPDQDFWLYLWLHV8QLWHG
1DWLRQV)XQGIRU3RSXODWLRQ$FWLYLWLHV813)$ZKLFKLVWKHEHJLQQLQJRIWKHVRIWKHWKFHQWXU\³SUHVHQWHG
WRWKHSXEOLFWKDWWKHFXUUHQWHFRQRPLFV\VWHPGRHVQRWSURPRWHDUHOLDEOHDQGVXVWDLQDEOHGHYHORSPHQWDQGWKDWWKH
TXDOLW\ RI OLIH LQH[WULFDEO\ OLQNHG WR WKH TXDOLW\ RI WKH HQYLURQPHQW 2Q WKH RWKHU KDQG WKH TXDOLW\ RI OLIH DQG
HQYLURQPHQWDOTXDOLW\DUHGLUHFWO\OLQNHGWRWKHQXPEHURILQKDELWDQWVDQGWKHLUFRQFHQWUDWLRQ´3HWURYLü5DQÿHORYLü
DQG0LOHWLü
7KHVHPRPHQWVKDYHLQIOXHQFHGRQWKDWDWWKHEHJLQQLQJRIWKHVWFHQWXU\OHDGHUVRQWKHZRUOGSROLWLFDOVFHQH
WDFNOH WKH LVVXH RI SURYLGLQJ D VDIH DQG VXVWDLQDEOH ZD\ RI OLIH IRU WKH ZRUOG
V SRSXODWLRQ ZKLFK LV SURMHFWHG
H[SORVLYHJURZWKLQWKHILUVWKDOIRIWKHVWFHQWXU\7KHQHZJOREDOHQYLURQPHQWVHWVWKHUHTXLUHPHQWWRXQGHUWDNH
DFRRUGLQDWHGDQGFROOHFWLYHDFWLRQLQWKHGLUHFWLRQRIVROYLQJWKHVHSUREOHPVVLQFHWKH\DUHE\QDWXUHFRPSOH[DQG
E\VFRSHJRHVEH\RQGWKHERXQGDULHVRI WKHQDWLRQDOHFRQRP\$VDUHVXOWDW WKH0LOOHQQLXP6XPPLWDGKHUHGLQ
 WKH ZRUOG
V SROLWLFDO OHDGHUV KDYH SOHGJHG WR WDNH MRLQW DFWLRQV WRZDUGV WKH UHDOL]DWLRQ RI WKH0LOOHQQLXP
'HYHORSPHQW*RDOVLQUHGXFLQJH[WHUQDOSRYHUW\DQGSURYLGLQJJUHDWHUSURWHFWLRQDQGLPSURYHPHQWRIHQYLURQPHQW
&KDQJHGEXVLQHVVHQYLURQPHQWKDVFDXVHGWKHPRGLILFDWLRQRIGRPLQDQWPRGHOVRIH[HUFLVHDFWLYLWLHVRI01&VDQG
WKHFKDQJHLQWKHLUUHODWLRQVKLSWRVRFLDODQGHQYLURQPHQWDOSUREOHPV7KHFRQFHSWRIFRUSRUDWHVRFLDOUHVSRQVLELOLW\
DVDIUDPHZRUNWRJXLGHWKHDFWLYLWLHVRI01&VZDVFUHDWHGLQUHVSRQVHWRWKHFKDOOHQJHVDQGLPEDODQFHVLPSRVHG
E\WKHFXUUHQWSURFHVVRIJOREDOL]DWLRQ:HDUHZLWQHVVHVRIWKHH[LVWHQFHRIKXJHGLVSDULWLHVLQWKHSDFHDWZKLFKWKH
SURFHVV RI WUDGH DQG LQYHVWPHQW OLEHUDOL]DWLRQ PDWHULDOL]HV DV ZHOO DV WKH H[LVWHQFH RI WKH JDS EHWZHHQ WKH
PDQDJHPHQWV\VWHPLQGHYHORSHGKLJKO\LQGXVWULDOL]HGHFRQRPLHVLQZKLFKLWGHPRQVWUDWHVWKHKLJKHFRQRPLFDQG
VRFLDO SHUIRUPDQFH DV ZHOO DV WKH DEVHQFH RI VXFK PDQDJHPHQW VWUXFWXUHV LQ GHYHORSLQJ FRXQWULHV ,Q VXFK
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FLUFXPVWDQFHVWDNLQJYROXQWDU\LQLWLDWLYHVRIWKHSULYDWHVHFWRUEHFRPHVDIDFWRURILQWULQVLFLPSRUWDQFHLQFORVLQJ
WKHJDSDQGVROYLQJWKHSUREOHPVLPSRVHGE\WKHFXUUHQWSURFHVVRIJOREDOL]DWLRQ
(IILFLHQWO\VROYLQJVRFLDODQGHQYLURQPHQWDOSUREOHPVODUJHO\GHWHUPLQHGE\WKHDELOLW\RIQDWLRQDOHFRQRPLHVWR
LQFUHDVH QDWLRQDO ZHDOWK E\ UHVSHFWLQJ WKH EDVLF SULQFLSOHV RI VXVWDLQDEOH GHYHORSPHQW 7RGD\ WKH GHYHORSPHQW
VXFFHVVRIHDFKFRXQWU\ LV WRVRPHH[WHQWGHWHUPLQHGE\ LWVDELOLW\ WRFUHDWHVXFKD VWUDWHJ\ WKDWHQDEOHVHIILFLHQW
DGYHQWLQDJOREDOL]HGKLJKO\FRPSHWLWLYHPDUNHW7KLVVWDWHPHQWFRQILUPVDGRSWHG/LVERQ6WUDWHJ\LQ0DUFK
E\VHWWLQJXSRIDVLQJOHWDUJHWWKDWWKH(8VKRXOGE\EHFRPHWKH³PRVWG\QDPLFDQGFRPSHWLWLYHHFRQRP\LQ
WKHZRUOGFDSDEOHRIVXVWDLQDEOHGHYHORSPHQWZKLFKLVEDVHGRQNQRZOHGJHDEOHWRRIIHUPRUHDQGEHWWHUMREVLQ
ZKLFK WKHUH LV VRFLDO FRKHVLRQ DQG ZHOOSUHVHUYHG HQYLURQPHQW³ 9ODGD 5HSXEOLNH 6UELMH  5HFHQWO\ WKH
(XURSHDQ &RPPLVVLRQ UHFRJQL]HG WKH LPSRUWDQFH RI FRUSRUDWH VRFLDO UHVSRQVLELOLW\ LQ DFKLHYLQJ WKLV JRDO DQG
HPSKDVL]HG WKH QHHG WR HQFRXUDJLQJ YROXQWDU\ LQLWLDWLYHV RI WKH EXVLQHVV VHFWRU LQ DFKLHYLQJ VXVWDLQDEOH
GHYHORSPHQW JRDOV 0RUHRYHU DW D WLPH ZKHQ JOREDOL]DWLRQ LV OHDGLQJ WR VWDQGDUGL]DWLRQ DQG KDUPRQL]DWLRQ RI
WHFKQRORJLHVDQGSURILWVUHDOL]DWLRQRIFRPSHWLWLYHDGYDQWDJHVRIFRPSDQLHVLQWKHVRFKDQJLQJJOREDOHQYLURQPHQW
RIQRPRUHLVEDVHGRQWKHWUDGLWLRQDOHFRQRPLFIDFWRUVVXFKDVSURGXFWGLIIHUHQWLDWLRQFRVWUHGXFWLRQDQGRWKHUV
'XHWRWKHIDFWWKDWFRUSRUDWHVRFLDOUHVSRQVLELOLW\LVLQFUHDVLQJO\RFFXSLHVDQLPSRUWDQWSODFHDPRQJWKHIDFWRUVWKDW
LPSURYH WKH FRPSHWLWLYH SHUIRUPDQFH RI WKH FRPSDQ\ WKH JRDO RI WKLV SDSHU LV WR FRQWULEXWH WR D FOHDUHU
XQGHUVWDQGLQJRIWKHLPSRUWDQFHWKDWFRUSRUDWHVRFLDOUHVSRQVLELOLW\KDVLQWKHUHDOL]DWLRQRIWKLVLPSRUWDQWVWUDWHJLF
JRDORIPXOWLQDWLRQDOFRUSRUDWLRQV
7KHLPSDFWRIFRUSRUDWHVRFLDOUHVSRQVLELOLW\RQWKHNH\IDFWRUVRIFRPSHWLWLYHQHVV
³&RUSRUDWHUHVSRQVLELOLW\LVDFRQFHSWWKDWLVVWLOOLQWKHPDNLQJDQGZKLFKKDVQRW\HWEHHQSUHFLVHO\GHWHUPLQHG
DQGJHQHUDOO\DFFHSWHGVHWRIVSHFLILFFULWHULDDVWRZKDWLWDOOLQYROYHV&RUSRUDWHVRFLDOUHVSRQVLELOLW\LVDWHUPRU
SKHQRPHQRQZKLFKKDVLQUHFHQW\HDUVEHFRPHDSDUWRIHYHU\GD\OLIHQRWRQO\RILQGXVWULDOV\VWHPVDQGPDQDJHUV
EXWDOVRPHPEHUVRIFLYLOVRFLHW\VWDWHJRYHUQPHQWVDQGLQGLYLGXDOV´ĈXURYLüDQG5DQÿLü,QRXURSLQLRQ
WKH H[LVWHQFH RI QXPHURXV GHILQLWLRQV RI WKH FRQFHSW RI FRUSRUDWH VRFLDO UHVSRQVLELOLW\ LV D FRQVHTXHQFH RI WKH
GLIIHUHQWDVSHFWVRIREVHUYDWLRQRIWKLVSKHQRPHQRQDQGWKHVWDUWLQJEDVLVIRULWVGHILQLWLRQ
6RFLDOUHVSRQVLELOLW\KDVEHFRPHDQHVVHQWLDOHOHPHQWDQGDJXLGLQJIUDPHZRUNIRUFRUSRUDWHDFWLYLWLHV7KLVLV
HVSHFLDOO\EHFDXVHWKHLPSOHPHQWDWLRQRIWKHSURJUDPRIVRFLDOUHVSRQVLELOLW\FDQFRQWULEXWHWRWKHDFKLHYHPHQWRI
ILQDQFLDODVZHOODVRIPDQ\QRQILQDQFLDOEHQHILWVWKDWFRQWULEXWHWRWKHVXFFHVVIXOEXVLQHVVRSHUDWLRQVRI01&V
+RZHYHULQRUGHUWRUHDFKWKHEHQHILWVIURPWKHSURJUDPRIFRUSRUDWHVRFLDOUHVSRQVLELOLW\RISDUDPRXQWLPSRUWDQFH
LVQRWRQO\WKHLUSURSHUGHVLJQEXWDOVRHIIHFWLYHPDQDJHPHQWDQGLPSOHPHQWDWLRQ7KHDGYDQWDJHVRIXVLQJDZHOO
HVWDEOLVKHG&65SURJUDPVDUHZHOOGRFXPHQWHGDQGSURYHQLQSUDFWLFH7KHLPSOHPHQWDWLRQRIJRRG&65SURJUDPV
LQDGGLWLRQ WRSURILWPD[LPL]DWLRQFDQFRQWULEXWH WR LQWHUDOLDDFKLHYLQJKLJKHU UHSXWDWLRQHQKDQFLQJSRVLWLRQ LQ
WKH PDUNHW GLIIHUHQWLDWLRQ IURP RWKHU FRPSDQLHV SRWHQWLDO ULYDOV LQ WKH PDUNHW OR\DOW\ DQG LQFUHDVH HPSOR\HH
SURGXFWLYLW\PLQLPL]HHQYLURQPHQWDOFRVWVLPSURYLQJUHODWLRQVZLWKWKHORFDOFRPPXQLW\DQGSXEOLFLQVWLWXWLRQV,Q
DGGLWLRQ WKH DSSOLFDWLRQ RI &65 SURJUDPV FDQ FRQWULEXWH WR LPSURYLQJ WKH FRPSHWLWLYH SHUIRUPDQFH RI WKH
FRUSRUDWLRQRQZKDWLQGLFDWHWKHUHVXOWVRISUDFWLFDOUHVHDUFKHVDERXWWKHH[LVWHQFHRIDSRVLWLYHFRUUHODWLRQEHWZHHQ
&65DFWLYLWLHVDQGFRPSHWLWLYHDGYDQWDJHRIWKHFRUSRUDWLRQ*KRVKHWDO
5HVHDUFKHV VKRZQ WKDW WKH QHHG IRU D UHGHILQLWLRQ RI WKH UHODWLRQVKLS EHWZHHQ FRUSRUDWH SHUIRUPDQFH DQG
FRPSHWLWLYHQHVV RI HQWHUSULVHV LQFOXGLQJ WKH FRQFHSW RI VRFLDO UHVSRQVLELOLW\ DPRQJ RWKHU WKLQJV LQLWLDWHG E\
GHYHORSPHQWRI VWUDWHJLFPDQDJHPHQW WRROV DLPHG DW DFKLHYLQJ ORQJWHUPGHYHORSPHQW RULHQWDWLRQRI WKH01&V
5HFHQW VWXGLHV KDYH FRQILUPHG WKDW WKH H[FOXVLYH RULHQWDWLRQ WRZDUGV PD[LPL]H SURILWV GRHV QRW FRQVWLWXWH D
IDYRXUDEOH ORQJWHUP VWUDWHJLF DOWHUQDWLYHV RI 01&V $V WKH VLPXOWDQHRXVO\ LPSURYLQJ DOO IRXU FRPSRQHQWV RI
3RUWHUCVGLDPRQGRIWKHFRPSHWLWLYHDGYDQWDJHVFDQFRQWULEXWHWRWKHULVLQJWKHTXDOLW\RIEXVLQHVVHQYLURQPHQWDQG
LPSURYLQJWKHOHYHORIQDWLRQDOFRPSHWLWLYHQHVVGLUHFWLQJWKHHIIRUWVRI01&VWRZDUGVWKHFUHDWLRQRIDQIDYRXUDEOH
LQWHUQDO EXVLQHVV HQYLURQPHQW FDQ DOVR FRQWULEXWH WR WKH VLPXOWDQHRXV PDLQWHQDQFH DQG LPSURYHPHQW RI WKHLU
FRPSHWLWLYH DQG GHYHORSPHQW SHUIRUPDQFHV 7KHVH HIIRUWV LQFOXGH WKH LPSOHPHQWDWLRQ RI VXFK DFWLYLWLHV WKDW DUH
JHDUHG WRZDUGV LPSURYLQJ WKHTXDOLW\RIZRUNLQJDQG OLYLQJFRQGLWLRQV ,QDGGLWLRQ IRU WKH ORQJWHUP IDYRXUDEOH
SHUIRUPDQFHUHDOL]DWLRQLW LVQHFHVVDU\WRGLUHFWLQJDFWLYLWLHVRI01&VWRZDUGVLPSURYLQJWKHFRQGLWLRQVRIOLIHLQ
WKHFRPPXQLWLHVLQZKLFKWKH\RSHUDWHDVZHOODVWKHGHYHORSPHQWRISDUWQHUVKLSFRRSHUDWLRQ
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7KHLPSDFWRIFRUSRUDWHVRFLDOUHVSRQVLELOLW\RQWKHFRPSHWLWLYHQHVVRI01&VIRUDORQJWLPHLVDSUHRFFXSDWLRQ
RIPDQ\UHVHDUFKHUV7KLVLVHVSHFLDOO\EHFDXVHWKHFRPSHWLWLRQLQWKHFRQGLWLRQRILQFUHDVLQJLQWHJUDWLRQRIQDWLRQDO
HFRQRPLHVKDVEHFRPHWKHGRPLQDQWHFRQRPLFLVVXHWKDWLQWKHUHFHQWJOREDOHFRQRPLFDQGILQDQFLDOFULVLVFRQGLWLRQ
LV JDLQLQJPRUH LQ LPSRUWDQFH ,Q DGGLWLRQPDQ\SHUIRUPHG VWXGLHV FRQILUP WKH LPSRUWDQFH WKDW FRUSRUDWH VRFLDO
UHVSRQVLELOLW\ KDV D VRXUFH RI FRPSHWLWLYH DGYDQWDJH LQ LPSURYLQJ WKH FRPSHWLWLYH SHUIRUPDQFH RI 01&V DQG
DFKLHYLQJSURILWDEOHEXVLQHVV
$QDO\VLVRI WKHFRQWULEXWLRQRIFRUSRUDWHVRFLDO UHVSRQVLELOLW\RI01&VPXVWEHVWUXFWXUHG LQDZD\ WKDW WDNHV
LQWR DFFRXQW WKH LPSDFW RI VRFLDOO\ UHVSRQVLEOH SUDFWLFHV RQ WKH NH\ IDFWRUV RI FRPSHWLWLYHQHVV RI HQWHUSULVHV
7KHUHIRUH LQ WKHQH[W SDUW RI WKHSDSHU WKH DWWHQWLRQZLOO EH IRFXVHGRQ DQDO\]LQJ WKH HIIHFWV RI FRUSRUDWH VRFLDO
UHVSRQVLELOLW\RQWKHNH\IDFWRUVRIFRUSRUDWHFRPSHWLWLYHQHVV
&RVWVDVDNH\IDFWRURIFRPSHWLWLYHQHVV
$ NH\ HOHPHQW WR DFKLHYH RI KLJK EXVLQHVV SHUIRUPDQFH LV HIIHFWLYHO\PDQDJLQJ FRVWV ,W FRQVLVWV RI FRPSOH[
DFWLYLWLHVQHFHVVDU\WRHQVXUHWKHWLPHO\GHOLYHU\RITXDOLW\SURGXFWVDQGVHUYLFHVDWWKHORZHVWSRVVLEOHFRVW,QWKH
EXVLQHVV ZRUOG LW LV DVVXPHG WKDW WKH TXDOLW\ DQG WLPHO\ GHOLYHU\ FRVWV DUH DQ LQGLVSHQVDEOH IDFWRU IRU VXFFHVV
5HGXFLQJ WKH FRVW DQG SHUIRUPDQFH RSWLPL]DWLRQ DW DOO SRLQWVZLWKLQ WKH RUJDQL]DWLRQ  IURP WKH SODQW WR WKH WRS
PDQDJHPHQWDUHWKHPDLQFKDUDFWHULVWLFVRIÄFRVWFRQVFLRXVFXOWXUH³(OOLRW
,QRUGHUWRHIILFLHQWO\FRVWPDQDJHPHQWXVHGDQDO\VLVRIWKHYDOXHFKDLQZKLFKFRQVLVWVRIDV\VWHPDWLFVWXG\RI
WKH EDVLF DFWLYLWLHV RI WKH FRPSDQ\ 5HODWHG DFWLYLWLHV LQ WKH FRPSDQ\ HDFK LQ LWV RZQ ZD\ SURYLGH VRPH
FRQWULEXWLRQ WR WKHSURFHVVRIYDOXHFUHDWLRQ$FWLYLW\EDVHGFRVWPDQDJHPHQW VKRZKRZSURGXFWLRQFRVWVFDQEH
UHGXFHG E\ UHGXFLQJ UHVRXUFH FRQVXPSWLRQ SHU XQLW LQ HDFK DUHD RI DFWLYLW\ LQ ZKLFK LW FUHDWHV YDOXH IRU WKH
FXVWRPHU$FWLYLW\EDVHGPDQDJHPHQWLQYROYHVWKHIROORZLQJVWHSV1RYLüHYLüHWDO
x ,GHQWLI\DFWLYLWLHVWKDWDGGDQGDFWLYLWLHVWKDWGRQRWDGGYDOXH
x (QWHUSULVHVUHHQJLQHHULQJ
x %HQFKPDUNLQJDFWLYLWLHVWKDWDGGYDOXHDQG
x 'HYHORSPHQWRIDV\VWHPRISHUIRUPDQFHPHDVXUHVWKDWFRQWULEXWHWRWKHRQJRLQJGHYHORSPHQW
$%0 LV EDVHG RQ WKH XQGHUVWDQGLQJ WKDW WKH PDQDJHPHQW DFWLYLWLHV SURYLGH ORQJWHUP FRVW PDQDJHPHQW
'LIIHUHQW DFWLYLWLHV JLYH XQHTXDO FRQWULEXWLRQ WR WKH FUHDWLRQ RI SURGXFW YDOXH DQG LW LV WKHUHIRUH QHFHVVDU\ WR
FRQQHFW LW ZLWK WKH YDOXH FKDLQ DQG HDFK DFWLYLW\ LVRODWHG DQG DQDO\]HG VHSDUDWHO\ )RU HDFK LVRODWHG DFWLYLW\ LV
GHWHUPLQHGE\WKHUHOHYDQWFDXVHRIFRVW7RLGHQWLI\RSSRUWXQLWLHVWRUHGXFHFRVWVDFWLYLWLHVDUHFODVVLILHGLQWRWKRVH
WKDWKDYHDVWURQJLQIOXHQFHRQWKHFUHDWLRQRIYDOXHIRUFXVWRPHUVSURGXFWLYHDQGWKRVHWKDWGRQRWFUHDWHYDOXH
QRQSURGXFWLYH3URGXFWLYH DFWLYLWLHV VXFK DVSURGXFW GHVLJQ DOO SURGXFWLRQSURFHVVHV SURGXFWLRQ DFFRUGLQJ WR
FXVWRPHUVSHFLILFDWLRQVDZHOOHVWDEOLVKHGGLVWULEXWLRQFKDQQHOVDQGVRRQLQFUHDVHWKHXVDELOLW\RIWKHSURGXFWRU
VHUYLFHDQGYDOXHIRUWKHFRQVXPHUZKLOHWKHXQSURGXFWLYHDFWLYLWLHVDUHWKRVHZKRVHUHGXFLQJRUHOLPLQDWLQJUHDOL]H
WKHFRVWVDYLQJV WKDWXVXDOO\GRQRWDIIHFW WKHXVDELOLW\RI WKHSURGXFWDQGFXVWRPHU VDWLVIDFWLRQ LQFOXGLQJGLUHFW
PDWHULDOVVWRUDJHSUHSDUDWLRQRIPDFKLQHVDQGWLPHWKDWKXPDQVRUPDFKLQHVXQHPSOR\HGGHDGWLPH0HLJVHWDO

,QIRUPDWLRQRQWKHFRVWVRIWKHDFWLYLWLHVDUHYHU\XVHIXOIRULGHQWLI\LQJWKRVHDFWLYLWLHVWKDWZLOOEHLPSURYHGRU
HOLPLQDWHG 6R VWDQG RXW DFWLYLWLHV WKDW SURYLGH JUHDWHU SRWHQWLDO IRU FRVW UHGXFWLRQ E\ WKHLU HOLPLQDWLRQ RU PRUH
HIILFLHQWO\LPSOHPHQWDWLRQVXFKDVWKHUHGXFWLRQRIPDWHULDOVPRYLQJLPSURYLQJWKHIORZRISURGXFWLRQRUUHGXFLQJ
RI LQYHQWRU\ OHYHOV ,Q WKLV ZD\ ILQGLQJ DFWLYLWLHV WKDW SURYLGH WKH EHVW SRVVLEOH FRPSHWLWLYH DGYDQWDJH RI
HQWHUSULVHVDQGWKHLPSURYHPHQWWKHUHRIPD\EHDFKLHYHGQRWRQO\VLJQLILFDQWFRVWVDYLQJVEXWDOVRLPSURYHRWKHU
NH\VWUDWHJLFYDULDEOHV
7REHFRPSHWLWLYHRUJDQL]DWLRQVPXVWPDQDJHFRVWVHIIHFWLYHO\VWLOOLQWKHGHVLJQSKDVH,IGHVLJQHUVKDYHDFFHVV
WR LQIRUPDWLRQ DERXW WKH FDXVHV RI WKH FRVW WKH\ FDQ GHVLJQ SURGXFWV LQ DZD\ WKDWZLOO HQVXUH ORZHU FRVWVZKLW
FRQVLVWHQWO\ VDWLVI\LQJ FRQVXPHU GHPDQGV ³,GHQWLILFDWLRQ RI FDXVHV DQG ELQGLQJ RI FRVWV IRU WKH SURGXFWV RQ WKH
EDVLV RI WKHVH FDXVHV LV WKH DELOLW\ WR LQIOXHQFH RQ PDQDJHUV
 EHKDYLRU WR VXSSRUW D VWUDWHJ\ RI FRVW
PDQDJHPHQW´'UXU\
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5HVXOWVRIWKHVWXGLHVRQWKHHIIHFWRI&65SUDFWLFHV LQUHGXFLQJEXVLQHVVFRVWVFDQEHUDQJLQJIURPH[WUHPHO\
SRVLWLYHWRH[WUHPHO\QHJDWLYH2QWKHRQHKDQGLWLVHPSKDVL]HGWKDW&65SUDFWLFHVFRQWULEXWHWRWKHUHDOL]DWLRQRI
VLJQLILFDQWFRVWVDYLQJVZKLOHRQWKHRWKHUKDQGVRPHUHVHDUFKHUVKDYHH[SUHVVHGGRXEWVDERXWWKHFRVWEHQHILWVRI
DSSO\LQJ WKH &65 SURJUDPV +RZHYHU LQ SUDFWLFH LW ZDV FRQILUPHG WKDW WKH QDWXUH RI WKH FRUSRUDWH VRFLDO
UHVSRQVLELOLW\ LPSOHPHQWHG PHDVXUHV LV ODUJHO\ GHWHUPLQHG E\ WKH SRVVLELOLW\ RI DFKLHYLQJ FRVW VDYLQJV
,PSOHPHQWDWLRQRIWKRVHPHDVXUHVWKDWDUHDLPHGDWUHGXFLQJWKHFRQVXPSWLRQRIHQHUJ\DQGUHVRXUFHVLVFRQVLGHUHG
DVRQHWKHDVSHFWVRIFRUSRUDWHVRFLDOUHVSRQVLELOLW\WKDWFDQEULQJKXJHFRVWEHQHILWWR01&V
*LYHQWKDWFRVWPDQDJHPHQWEDVHGRQWKHDFWLYLWLHVVKRZKRZSURGXFWLRQFRVWVFDQEHUHGXFHGE\UHGXFLQJWKH
FRQVXPSWLRQ RI UHVRXUFHV SHU XQLW LQ HDFK DUHD DFWLYLWLHV ZKLFK FUHDWH YDOXH IRU WKH FXVWRPHU WKH LPSDFW RI
FRUSRUDWHVRFLDO UHVSRQVLELOLW\SUDFWLFHVRQFRPSHWLWLYHSHUIRUPDQFHVKRXOGQRWEH OLPLWHGRQO\ WR WKHTXHVWLRQRI
FRVW VDYLQJV EXWPXVW DOVR LQFOXGH WKH LVVXHRI FUHDWLQJ QHZYDOXHV7KHUHIRUH LQ WKHQH[W SDUW RI WKHSDSHU WKH
DWWHQWLRQZLOOEHIRFXVHGRQLGHQWLI\LQJWKHLPSDFWRIFRUSRUDWHVRFLDOUHVSRQVLELOLW\LQWHUPVRIUHGXFLQJFRVWVDQG
FUHDWLQJQHZYDOXH
4XDOLW\DVDNH\IDFWRURIFRPSHWLWLYHQHVV
,Q DGGLWLRQ WR ORZ SULFHV WKH GHPDQGV RI FXVWRPHUV WRGD\ DUH LQFUHDVLQJO\ PRYLQJ LQ WKH GLUHFWLRQ RI WKH
H[SHFWHGGLPHQVLRQVRITXDOLW\IXQFWLRQDOLW\DYDLODELOLW\RISURGXFWVDQGUHODWHGDIWHUVDOHVVHUYLFHV+LJKTXDOLW\
SURGXFWVDUHUHOLDEOHLQWKHVHQVHWKDWLWSURYLGHVZKDWWKH\DUHGHVLJQHGDQGFXVWRPHUVSHUFHLYHWKHPDVSURGXFWV
ZLWKVXSHULRUDWWULEXWHV6XSHULRUTXDOLW\SURYLGHV WR WKHFRPSDQ\ WZRDGYDQWDJHV)LUVWO\DVWURQJUHSXWDWLRQIRU
TXDOLW\VWLPXODWHHQWHUSULVHWRDFKLHYHJUHDWHUGLIIHUHQWLDWLRQLQFRPSDULVRQWRULYDOVE\SURYLGLQJJUHDWHUYDOXHLQ
WKHH\HVRIFXVWRPHUVZKLFKDOVRLQFOXGHVWKHSRVVLELOLW\RIFKDUJLQJKLJKHUSULFHV IRUWKHLUSURGXFWV6HFRQGE\
HOLPLQDWLQJGHIHFWVDQGHUURUVLQPDQXIDFWXULQJUHGXFHVZDVWHLQFUHDVHVHIILFLHQF\UHGXFHVFRVWVDQGLQFUHDVHVWKH
FRPSDQ\ SURILWDELOLW\ )RU H[DPSOH E\ UHGXFLQJ RI WKH QXPEHU RI GHIHFWV LQ WKH PDQXIDFWXULQJ SURFHVV RI WKH
FRPSDQ\UHGXFHWKHSHUFHQWDJHRIFRVWRIJRRGVVROGWRVDOHVUHYHQXHV WKHUHE\LQFUHDVLQJ WKHUHWXUQRQLQYHVWHG
FDSLWDO+LOODQG-RQHV
7KHDLPRIWKHFRPSDQ\LVWKHUHIRUHLPSURYLQJRIDOODVSHFWVRIWKHTXDOLW\UHODWLQJWRWKHSURGXFWVRUVHUYLFHV
DVZHOODVWKHDFWLYLWLHVSURFHVVHVDQGRUJDQL]DWLRQDOVWUXFWXUH7KLVPDQDJHPHQWV\VWHPLVNQRZQDV³WRWDOTXDOLW\
PDQDJHPHQW³,QDFFRUGDQFHZLWKWKHEDVLFNQRZOHGJHRI740SKLORVRSK\LWLVFKHDSHUWRSURGXFHULJKWÄWKHILUVW
WLPH³ LH ILUVW SURGXFWLRQ SURFHVV UDWKHU WKDQ ZDVWLQJ UHVRXUFHV SURGXFLQJ QRQVWDQGDUG XQLWV WKDW KDYH WR EH
XQFRYHUHG UHIXUELVKHG UHMHFWHG RU UHWXUQHG E\ FXVWRPHUV GHPDQGLQJ WKDW WKH VXEVHTXHQW FRVWV RI LQVSHFWLRQ
SURFHVVLQJ ZDUUDQW\ UHSDLU UHSODFHPHQW RU ZLWKGUDZDO 'UXU\  740 LQYROYHV LPSURYLQJ RI WKH TXDOLW\
SHUIRUPDQFHUHOLDELOLW\GXUDELOLW\VHUYLFHDELOLW\RIWKHSURGXFWDVZHOODVLQFUHDVLQJRIWKHFRPSDQ\HIILFLHQF\E\
UHGXFLQJFRVWVDQGLQFUHDVLQJSURGXFWLYLW\$VWKHEDVLFDWWLWXGHVRIWKHFRQFHSWSRLQWRXWWKHIROORZLQJ'XEULQDQG
,UHODQG
x 4XDOLW\LVWKHSULRULW\RIWKHFRPSDQ\ZLWKUHVSRQVLELOLW\IRUTXDOLW\PXVWEHGHWHUPLQHGIRUHDFKOHYHODQGHDFK
LQGLYLGXDOLQWKHRUJDQL]DWLRQ
x /HDGHUV LQ WKH LPSOHPHQWDWLRQ RI WKH TXDOLW\ SURJUDP DUHPDQDJHUV DW WKH KLJKHVW OHYHO EXW DOVR LQFOXGHV DOO
HPSOR\HHV
x &RQWLQXHGHIIRUWVDQGJUDGXDOVHDUFKIRUVPDOOLPSURYHPHQWVDUHWKHZD\WRLPSURYHTXDOLW\
x SULQFLSOHLPSOLHVWKDWWKHORQJHUWKHWLPHRILVVXHRITXDOLW\UHPDLQVXQLGHQWLILHGDQGXQDGGUHVVHGWKH
ODWHULVPRUHH[SHQVLYHUHVROYHGDQGPD\FDXVHVHULRXVFRQVHTXHQFHVLQWHUPVRIPDUNHWVKDUHRIWKHFRPSDQ\
x &RQWLQXHGIRFXVRQFRQVXPHUGHPDQGV
x 6\VWHPDWLFDQGKROLVWLFDSSURDFKWRWKHSUREOHPRITXDOLW\
x 7HDPZRUNLQJWRLPSURYHWKHTXDOLW\
x (GXFDWHWUDLQDQGLQIRUPDOOHPSOR\HHVRIWKHGHWHUPLQDQWVDQGSULQFLSOHVWRDFKLHYHTXDOLW\DQG
x 8VH RI FRPSDUDWLYH DFFHVV LH EHQFKPDUNLQJ IRU FRQWLQXRXV DQG LQFUHPHQWDO LPSURYHPHQW RI EXVLQHVV
HIILFLHQF\
+HDUWRI740SURJUDPLVDFKLHYLQJRIKLJKTXDOLW\DWWKHORZHVWSRVVLEOHFRVW$URXQGWKLVSULQFLSOHEH\RQGWKH
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RWKHUSULQFLSOHVVXFKDVVDWLVIDFWRU\XWLOLW\RISURGXFWVUHGXFLQJDIWHUVDOHVZDUUDQW\FRVWVILHOGUHSDLUVRUUHWXUQ
SURGXFWVLPSHFFDEOHGHVLJQUHVHDUFKFOHDUO\VKRZVWKDWDERXWRIWKHFRVWRIWKHSURGXFWGHWHUPLQHGGXULQJ
WKHGHVLJQSKDVHFRQIRUPLVPWRXVHDJJUHVVLYHGHILQLWLRQFRQIRUPLVPDVVRFLDWHGZLWKDSURGXFWRUVHUYLFHZLWKRXW
GHIHFWVFXVWRPHUVDWLVIDFWLRQPHHWLQJRUVXUSDVVLQJFXVWRPHUH[SHFWDWLRQVHWF(QJOLVK
740SKLORVRSK\LVEDVHGRQDILYHFKDLQUHDFWLRQ+LOODQG-RQHV
x +LJKHUTXDOLW\PHDQVORZHUFRVWVGXHWRIHZHUUHSDLUVGHOD\VDQGEHWWHUXVHRIWLPHDQGPDWHULDOV
x 5HVXOWLVDQLQFUHDVHLQSURGXFWLYLW\
x +LJKHUTXDOLW\OHDGVWRJUHDWHUPDUNHWVKDUHDQGWKHSRVVLELOLW\RISULFHLQFUHDVHV
x &RQVHFXWLYHLQFUHDVHWKHSURILWDELOLW\RIWKHFRPSDQ\LQYROYHVLWVVXUYLYDODQGIXUWKHUGHYHORSPHQW
x )LQDOO\WKHFRPSDQ\LVDEOHWRFUHDWHQHZMREV
6LQFHWKHLQWURGXFWLRQRIWKH740V\VWHPUHTXLUHVWKHIRUPDWLRQRIFHUWDLQFRVWVFRPSDQLHVPXVWORRNDWWKHPLQ
PRUH GHWDLO DQG DQDO\]H WKHP WR KHOS WKHPVHOYHV LQ WKH GHFLVLRQ RQ ZKHWKHU DQG KRZ ZLOOLQJ WR VSHQG RQ WKH
IODZOHVVTXDOLW\LPSURYHPHQW
7KHWRWDOFRVWRITXDOLW\DUHWKH³GLIIHUHQFHEHWZHHQWKHDFWXDOFRVWRIWKHSURGXFWRUVHUYLFHDQGORZHUFRVWVWKDW
ZRXOG KDYH EHHQ LQ FDVH RI IDLOXUH RFFXUUHQFH RI QRQVWDQGDUG VHUYLFHV WKH GHIHFW RI D SURGXFW D GHIHFW LQ
PDQXIDFWXULQJ´9LJHUDQG$QDQGDUDMDQ7KH\FDQEHV\VWHPDWL]HG LQWRIRXUJURXSVGLUHFWZKLFK LQFOXGH
SUHYHQWLRQFRVWVDQG WKHFRVWVRIGHWHFWLQJGHIHFWV LQ WKHSURGXFWVDQG LQGLUHFWZKLFKDULVHGXH WRGHIHFWV LQ WKH
SURGXFWVGHWHFWHGEHIRUHDQGDIWHUWKHVDOH
8QOLNH740DSSURDFKZKLFKRSHUDWHVZLWKLQH[LVWLQJSURFHVVHVDQGDSSO\V\VWHPDWLFSUREOHPVROYLQJLQRUGHU
WRUHGXFHDQGHOLPLQDWHGHIHFWVLQSURFHVVHVUHHQJLQHHULQJDSSURDFKGHYHORSVDQHQWLUHO\QHZPHWKRGRIH[HFXWLRQ
RI WKHSURFHVVVWDUWLQJIURP WKHDVVXPSWLRQRID IXQGDPHQWDO ODFNRIH[LVWLQJSURFHVVHVDQG WKHQHHG WRFRPSOHWH
UHGHVLJQLQJ 7KH SURFHVV UHHQJLQHHULQJ LQYROYHV D GUDPDWLF UHGHVLJQ RI EXVLQHVV SURFHVVHV RUJDQL]DWLRQDO
VWUXFWXUHV DQG WKH XVH RI WHFKQRORJ\ LQ RUGHU WR DFKLHYH SHUIHFWLRQ LQ DOO NH\ DVSHFWV RI WKH RUJDQL]DWLRQ DQG
EUHDNWKURXJKVLQEXVLQHVVFRPSHWLWLYHQHVV:HHWPDQ
7KH LPSRUWDQFH RI WLPH PDQDJHPHQW LQ WRGD\
V FRPSHWLWLYH HQYLURQPHQW LV JUHDW &RPSDQLHV PXVW VWULYH WR
UHGXFHWKHUHVSRQVHWLPHWRFRQVXPHUGHPDQGVEHFDXVHUHVSRQVLYHQHVVLVDQRWKHURIWKHPRVWLPSRUWDQWDVSHFWVRI
WKHLUVDWLVIDFWLRQ&RQVXPHUVDUHLQFUHDVLQJO\EHFRPLQJÄWLPHVHQVLWLYH³ LHPHDVXUHGWLPHZKLFKLVUHIOHFWHGLQ
WKHLU EHKDYLRU LQ SXUFKDVLQJ &KULVWRIHU  ,PSURYHPHQWV LQ UHVSRQGLQJ WR FRQVXPHU QHHGV PD\ UHTXLUH
LQFUHDVLQJ WKH HIILFLHQF\ DQG UHGXFLQJ WKH GXUDWLRQ RI SURGXFWLRQ F\FOHV DQG DOPRVW DOZD\V LPSURYH LQ TXDOLW\
+LOWRQHWDO
5HVSRQVHWLPHWRWKHGHPDQGVRIFRQVXPHUVUHSUHVHQWVWKHWLPHIURPUHFHLSWRIRUGHUIRUDSURGXFWRUVHUYLFHWR
WKH SRLQW RI GHOLYHU\ WR WKH SXUFKDVHU ,Q FRQWHPSRUDU\ FRQGLWLRQV LW LV SHUIHFWO\ FOHDU WKDW WKLV WLPH LV FUXFLDO
FRPSHWLWLYHYDULDEOHJLYHQWKDWFRPSHWLWLYHPDUNHWVDUHLQFUHDVLQJO\EHFRPLQJWLPHVHQVLWLYH
7KHILUVWFRPSRQHQWLVWKHWLPHRIUHFHLSWRI WKHRUGHUZKLFKVKRUWHQLQJFDQVLJQLILFDQWO\DIIHFWWKHVKRUWHQLQJ
UHVSRQVH WLPH WR WKH GHPDQGV RI FRQVXPHUV 0DQ\ FRPSDQLHV KDYH UHGXFHG WKH WLPH RI UHFHLSW RI RUGHUV E\
LQWURGXFLQJ HOHFWURQLF RUGHULQJ $OVR WKH ZDLWLQJ WLPH IRU SURFHVVLQJ RUGHUV FDQ EH VKRUWHQHG E\ LQWURGXFLQJ
LQWHUQDOFRPSXWHUQHWZRUNVEDVHGRQ,QWHUQHWVWDQGDUGVDQGE\WKHGHYHORSPHQWRIGLJLWDOWHFKQRORJ\2UJDQL]DWLRQV
PLQLPL]H WKHGHOLYHU\ WLPH E\ FDUHIXO XVH RI UHVRXUFHV DQG WKHPDLQWHQDQFH RI FHUWDLQ VSDUH FDSDFLW\ LQ FDVH RI
XQH[SHFWHGEXWYDOXDEOHRUGHUVDQGE\WKHXVHRIVSHFLDOL]HGH[SHGLWRUV+RZHYHUWKHELJJHVWLPSURYHPHQWZLOOEH
SRVVLEOHE\HOLPLQDWLQJDFWLYLWLHVWKDWGRQRWDGGYDOXHWRWKHSURGXFWDQGFRQVHTXHQWO\VKRUWHQLQJWKHGXUDWLRQRI
WKHSURGXFWLRQF\FOHDVWKHPRVWLPSRUWDQWFRPSRQHQWVRIUHVSRQVHWLPHWRWKHGHPDQGVRIFRQVXPHUV
'XUDWLRQRIWKHSURGXFWLRQF\FOHLVWKHWRWDOWLPHIURPWKHEHJLQQLQJRIWKHSURGXFWLRQSURFHVVXQWLOWKHSURGXFW
LV UHDG\ IRU VDOH DQG FRPSULVLQJSURFHVVLQJ WLPH WLPHPRYLQJ SURGXFWV WLPHRXWV DQG WLPH FRQWURO2QO\ WLPH
SURFHVVLQJ DGGV YDOXH WR WKH SURGXFW 7KH VRFDOOHG Ä-XVW ,Q 7LPH ± -,7³ EXVLQHVV HQYLURQPHQW WHQGV WR EH WKH
HOLPLQDWLRQRIWKHODVWWKUHHHOHPHQWVEHFDXVHWKLVWLPHLVFRQVLGHUHGUHGXQGDQWRUWLPHZKLFKGRHVQRWDGGYDOXHWR
WKHSURGXFW$OUHDG\PHQWLRQHGVSRWWLQJDQGHOLPLQDWLQJWKRVHDFWLYLWLHVWKDWGRQRWFUHDWHYDOXHDWWKHVDPHWLPHLV
GRQHDQGHOLPLQDWLQJXQQHFHVVDU\WLPHVSHQWIRUWKHLUH[HFXWLRQ6RWKHRQO\DFWLYLWLHVWKDWPDNHXSWKHSURFHVVLQJ
WLPH DGGLQJ YDOXH WR SURGXFWV DQG WKH HMHFWLRQ RI RWKHU DFWLYLWLHV LQ EXVLQHVV SURFHVVHV FDQ UHDOL]H VLJQLILFDQW
VDYLQJVLQFRVWDQGWLPH'UXU\
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7KH IDPRXV VD\LQJ ³WKH ULJKW WKLQJV DW WKH ULJKW SODFH DW WKH ULJKW WLPH´ H[SODLQV WKH LGHDRI WKH QHFHVVLW\RI
UHGXFLQJWKHDFWLYLW\DQGWKHWLPHRIWKHLUH[HFXWLRQWRWKRVHLQYROYHGLQDGGLQJYDOXH+RZHYHUDFFRUGLQJWRVRPH
UHVHDUFKLQPDQ\86FRPSDQLHVSURFHVVLQJWLPHLVRIWKHWRWDOGXUDWLRQRIWKHSURGXFWLRQF\FOH7KLVPHDQV
WKDWRIWLPHVVSHQWLQWKHF\FOHRISURGXFWLRQDUHDFWLYLWLHVDGGHGWRWKHFRVWEXWQRWWKHYDOXHRIWKHSURGXFW
7KHGHJUHH WRZKLFKFRUSRUDWHVRFLDO UHVSRQVLELOLW\ LQFUHDVHVSURGXFWTXDOLW\DQG LQFUHDVHVFXVWRPHU OR\DOW\ LV
ODUJHO\GHWHUPLQHGE\WKHFKDUDFWHURIFRPSHWLWLYHVWUDWHJ\RIHQWHUSULVHDQGPDUNHWSRVLWLRQLQJ,QIDFWIRUWKRVH
FRPSDQLHV WKDW WDNH D ELJ VKDUH RI WKHPDUNHW FRUSRUDWH VRFLDO UHVSRQVLELOLW\ UHSUHVHQWV DQ HVVHQWLDO HOHPHQW RI
TXDOLW\ SURGXFWV DQG VHUYLFHV ZKLOH WKRVH WKDW DUH SRVLWLRQHG DV D FRVW FXWWHU UHDOL]H OHVV EHQHILW IURP WKH
LPSOHPHQWDWLRQRIFRUSRUDWHVRFLDOUHVSRQVLELOLW\SUDFWLFHV
,QQRYDWLRQDVDNH\IDFWRURIFRPSHWLWLYHQHVV
2QHRIWKHVWUDWHJLFVXFFHVVIDFWRUVOLQNHGWRLQQRYDWLRQZKLFKUHIHUVWRWKHDELOLW\RIWKHFRPSDQ\WRWKHPDUNHW
LQWURGXFHVDQHZJHQHUDWLRQRISURGXFWVRIWKHUHTXLUHGTXDOLW\LQSDUDOOHOZLWKWKHLPSURYHPHQWRIWKHSHUIRUPDQFH
RIH[LVWLQJPRGHOV7RDFKLHYHVXFFHVVLQWKHPRGHUQEXVLQHVVHQYLURQPHQWLQQRYDWLRQLVHVVHQWLDOEHFDXVHIURPWKH
FRPSDQ\ UHTXLUHV WKHFRQWLQXRXVFUHDWLRQRI LQQRYDWLYH VROXWLRQV LQRUGHU WR UDSLGO\DGDSW WRFKDQJLQJFRQVXPHU
GHPDQGV
$ELOLW\WRGHYHORSQHZSURGXFWVRUSURFHVVHVWKDWIXOO\PHHWWKHQHHGVRIFXVWRPHUVSURYLGHVWRHQWHUSULVHDODUJH
FRPSHWLWLYH DGYDQWDJH DOORZLQJ WRGLIIHUHQWLDWLRQRI WKHLU RIIHU DQG FKDUJLQJ DKLJKHUSULFH RU UHGXFWLRQRI WKHLU
SURGXFWLRQ FRVWV EHORZ WKH OHYHOV RI FRPSHWLWLRQ2I FRXUVH LW LV QHFHVVDU\ WREHDU LQPLQG WKDW FRPSHWLWRUV FDQ
DFFHVV WKH LPLWDWLQJ LQQRYDWLRQ DQG VXFFHHG DQG PDLQWDLQ D FRPSHWLWLYH DGYDQWDJH UHTXLUHV FRQWLQXRXV
LPSURYHPHQW
&RQWLQXRXVLPSURYHPHQWDVDZD\WRDFKLHYHFXVWRPHUVDWLVIDFWLRQPHDQVFRQVWDQWO\VHDUFKLQJIRURSSRUWXQLWLHV
WR UHGXFH FRVWV HOLPLQDWH ZDVWH DQG LPSURYHV TXDOLW\ &RQWLQXRXV FKDQJHV DUH QHFHVVDU\ D EDVLF IXQFWLRQ RI
PDQDJHPHQW LV WR LQLWLDWH SODQ DQG LQVWLWXWLRQDOL]H WKHVH FKDQJHV LQ RUGHU WR LPSURYH EXVLQHVV SURFHVVHV DQG
LQFUHDVH WKH IOH[LELOLW\ DQG HIILFLHQF\ RI RSHUDWLRQV 2I JUHDW LPSRUWDQFH DUH WKH FRQWLQXRXV DGDSWDWLRQ RI
PDQDJHPHQWWKLQNLQJDQGWKHDOLJQPHQWRIVWUDWHJ\ZLWKLQWHUQDODQGH[WHUQDOHQYLURQPHQW
%HQFKPDUNLQJ LV D FRPSUHKHQVLYH WRRO IRU DFKLHYLQJ FRQWLQXRXV LPSURYHPHQW ,W LV D SURFHVV RI FRQVWDQW
FRPSDULVRQRISURGXFWVVHUYLFHVDQGDFWLYLWLHVRIWKHFRPSDQ\ZLWKRWKHUEHWWHUFRPSDQLHVWRGHWHUPLQHKRZWKH
SURFHVVHV DQG DFWLYLWLHV FDQ EH LPSURYHG 7KH ZRUG EHQFKPDUN PHDQV D VWDQGDUG IRU FRPSDULVRQ WKDW LV D
EHQFKPDUNIRUSHUIRUPDQFHPHDVXUHPHQWÄ%HQFKPDUNLQJLVDV\VWHPDWLFDQGFRQWLQXRXVSURFHVVRIPHDVXULQJDQG
FRPSDULQJ EXVLQHVV SURFHVVHV DFWLYLWLHV IXQFWLRQV SURGXFWVVHUYLFHV VWUDWHJLHV DQG SUDFWLFHV RI FRPSDQLHV LQ
UHODWLRQ WR RWKHU VXEMHFWV ZLWK VXSHULRU SHUIRUPDQFH³ 3HWUDGROR $V VXFK EHQFKPDUNLQJ LV WKH EDVLV IRU
LQQRYDWLRQWRXQGHUWDNHFKDQJHVRUWUDQVIRUPDWLRQRSHUDWLRQVLQDOONH\DUHDVE\OHDUQLQJIURPWKHH[SHULHQFHDQG
SUDFWLFHV RI WKH EHVW ,W LV QHFHVVDU\ WR ILUVW LGHQWLI\ VRPHWKLQJ EHWWHU ZLWK RWKHU FRPSDQLHV DQG WKHQ WKURXJK
LPLWDWLRQ FRS\RU DGDSWDWLRQ WR WU\ WR LQFRUSRUDWH LQWR WKHLU RZQEXVLQHVV DQG LPSURYHRSHUDWLRQDO DQG VWUDWHJLF
SHUIRUPDQFH0DVNHOODQG%DJJDOH\
7KHFRUHRIWKHPRGHUQLQWHUSUHWDWLRQRIEHQFKPDUNLQJLVDVIROORZV$QGHUVHQHWDO
x 0HDVXUH RI WKHLU RZQ DQG WKH OHYHO RI SHUIRUPDQFH ÄEHQFKPDUNLQJ FRPSDQLHV³ LQ RUGHU WR FRPSDULVRQ DQG
H[DPLQHRILPSURYHPHQWSRVVLELOLW\
x &RPSDULVRQRIWKHSHUIRUPDQFHRIWKHSURFHVVHVDFWLYLWLHVSURGXFWVDQGVRRQ
x /HDUQLQJIURPWKHÄEHQFKPDUNLQJFRPSDQLHV³WRLPSOHPHQWLPSURYHPHQWLQWKHLURZQFRPSDQ\DQG
x ,PSURYHPHQWDVWKHXOWLPDWHJRDORIDQ\EHQFKPDUNLQJVWXG\
&RQVWUXFWLRQRIVSHFLDOFRPSHWHQFHZKLFKUHVXOWVLQVXSHULRULQQRYDWLRQDQGDERYHDYHUDJHYDOXHIRUFXVWRPHUV
LV WKH PRVW LPSRUWDQW VRXUFH RI FRPSHWLWLYH DGYDQWDJH 6SHFLILF FRPSHWHQFH UHODWLQJ WR WKH FDUHIXOO\ VWUDWHJLF
VHOHFWHG HVVHQWLDO DUHDV DFWLYLWLHV NQRZOHGJH DQG VNLOOV D KLJK FRPSHWLWLYH SRWHQWLDO ZKLFK DUH SHUIRUPHG LQ D
XQLTXHZD\ZLWKLQWKHFRPSDQ\DUHFDOOHGFRUHRIFRPSHWHQFH
$ KLJKGHJUHHRI FRUUHODWLRQ EHWZHHQ FRUSRUDWH VRFLDO UHVSRQVLELOLW\ DQG LQQRYDWLRQ DFWLYLWLHV RIPXOWLQDWLRQDO
FRUSRUDWLRQ LV FRQILUPHG DQG GRFXPHQWHG LQ WKH EXVLQHVV SUDFWLFHV RI PDQ\ 01&V )URP WKH SHUVSHFWLYH RI
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LQQRYDWLRQ &65SUDFWLFHV DUH QRW RQO\ FRQWULEXWHV WR FRVW VDYLQJV EXW DOVR FDUULHV WKH SRWHQWLDO RI FUHDWLQJ QHZ
YDOXH IRU FXVWRPHUV %\ LPSURYLQJ WKH LQQRYDWLYH FDSDFLW\ FRUSRUDWH VRFLDO UHVSRQVLELOLW\ FDQ DFKLHYH D VWURQJ
SRVLWLYH LPSDFW RQ WKH FRPSHWLWLYHQHVV RI01&V7KHUH DUH WKUHHPDLQ FKDQQHOV WKURXJKZKLFK FRUSRUDWH VRFLDO
UHVSRQVLELOLW\ FDQ FRQWULEXWH WR LPSURYLQJ WKH LQQRYDWLYH SHUIRUPDQFH RI 01&V WKURXJK FRRSHUDWLRQ ZLWK
VWDNHKROGHUVERWK LQVLGHDQGRXWVLGH WKHFRPSDQ\E\GHYHORSLQJQHZEXVLQHVVRSSRUWXQLWLHV WKURXJKDGGUHVVLQJ
NH\VRFLHWDOFKDOOHQJHVWKURXJKFUHDWLQJVXFKDZRUNHQYLURQPHQWWKDWLQFUHDVHVWKHFRQILGHQFHRIHPSOR\HHVDQG
SD\VPRUHDWWHQWLRQWRWKHKHDOWKFRQGLWLRQRIHPSOR\HHVDQGDEHWWHUTXDOLW\RIOLIH
&RQFOXVLRQ
&RPSHWLWLYHVXFFHVVRIWKHPRGHUQHQWHUSULVHLVKHDYLO\GHWHUPLQHGE\WKHTXDOLW\DQGDELOLW\RILWVPDQDJHPHQW
WRPRQLWRUDQGDQWLFLSDWHGHYHORSPHQWVLQ WKHHQYLURQPHQWZKLFKPD\UHSUHVHQWRSSRUWXQLWLHVDQGWKUHDWVIRUWKH
FRPSDQ\DQGWKDWRQWKHEDVLVRIWKHLUFRPSOLDQFHZLWKWKHLQWHUQDOVWUHQJWKVDQGDELOLWLHVFRQVWDQWO\REVHUYHVWKH
FULWLFDOIDFWRUVIRUEXVLQHVVVXFFHVVEDVHGRQZKLFKZLOOEHPDGHWKHVHOHFWLRQDQGLPSOHPHQWDWLRQRIWKHUDWLRQDO
VWUDWHJLHV $V D XQLTXH DQG UDUH YDOXDEOH UHVRXUFH PDQDJHPHQW LQ WKLV DUHD LV RIWHQ WKH RQH FUXFLDO IDFWRU WKDW
GHWHUPLQHVWKHOLQHEHWZHHQVXFFHVVIXODQGXQVXFFHVVIXOFRPSDQLHV
$FKLHYLQJDKLJKSHUIRUPDQFHRIHQWHUSULVHLQYROYHVUHVSHFWLQJDQGDWWULEXWLQJKLJKLPSRUWDQFHWRIDFWRUVVXFK
DVPHHWLQJWKHQHHGVRIFRQVXPHUVKLJKGHJUHHRIFRRSHUDWLRQEHWZHHQWRSPDQDJHPHQWDQGHPSOR\HHVOHDGHUVKLS
DYDLODELOLW\ RI ILQDQFLDO DQG WHFKQRORJLFDO UHVRXUFHV DQG WKH OLNH 5DQNLQJ RI NH\ IDFWRUV RI EXVLQHVV VXFFHVV
DFFRUGLQJWRWKHLULPSRUWDQFHIDFHFRPSDQLHVZLWKQXPHURXVFKDOOHQJHVLQWKHGLUHFWLRQWRZDUGVVWUHQJWKHQLQJWKHLU
FRPSHWLWLYHQHVV ,Q D FKDQJLQJ HQYLURQPHQW HQWHUSULVHV VKRXOGSD\ DWWHQWLRQ WR WKH IROORZLQJPRPHQWV D VWURQJ
PDUNHWRULHQWDWLRQDQGUHOHYDQWVNLOOVHIIHFWLYHPDQDJHPHQWVWURQJPDQDJHPHQWVXSSRUW LQDFKLHYLQJJRDOVKLJK
RUJDQL]DWLRQDOVNLOOVDQGFRQWUROFRKHUHQFHJUHDWHUDYDLODELOLW\DQGEHWWHUDFFHVVWRUHVRXUFHV
7RGD\ LQ WKH OLWHUDWXUH DQG EXVLQHVV SUDFWLFH PRVWO\ WKHUH LV JHQHUDO DJUHHPHQW WKDW WKH FRVW TXDOLW\ WLPH
LQQRYDWLRQDQGIOH[LELOLW\DUHNH\VWUDWHJLFYDULDEOHVWKDWGLUHFWO\DIIHFWWKHOHYHORIFRQVXPHUVDWLVIDFWLRQ
)RU WKH UHDOL]DWLRQ RI WKH VWURQJ FRPSHWLWLYH DGYDQWDJH LQ WKH PDUNHW DQ LPSRUWDQW SUHUHTXLVLWH LV WKH FRVW
HIIHFWLYHQHVV ,QWHJUDWHG FRVWHIIHFWLYHQHVV DQG FRVW DGYDQWDJH SURYLGHV FXVWRPHU OR\DOW\ RWKHUZLVH WKHUH LV WKH
SRVVLELOLW\RIUHRULHQWDWLRQRIFXVWRPHUVWRRIIHURIWKHPDMRUFRPSHWLWRUVLQWKHPDUNHW
4XDOLW\LQFOXGHVDOORIWKHIHDWXUHVDQGFKDUDFWHULVWLFVRIWKHSURGXFWVSURFHVVHVDQGDFWLYLWLHVWKDWDUHDVVRFLDWHG
ZLWKWKHVDWLVIDFWLRQRIFHUWDLQQHHGVRIFRQVXPHUV)URPWKLVSRLQWRIYLHZLWLVLPSRUWDQWWRNQRZWKHHQWLUHVHWRI
FRQVXPHUH[SHFWDWLRQVLQRUGHUWRWKHFRPSDQ\DGHTXDWHO\DGGUHVVWKHP&RQWLQXRXVTXDOLW\LPSURYHPHQWIROORZHG
E\FRVWUHGXFWLRQLVHVVHQWLDOIRUVXFFHVVIXOEXVLQHVVRIHQWHUSULVHVDQGWRLPSURYHLWVFRPSHWLWLYHSRVLWLRQ 
&RPSHWLWLYHPDUNHWUHTXLUHVOHVVWLPHRIGHVLJQLQJDQGGHYHORSLQJRIQHZSURGXFWVDQGVHUYLFHVWKHSURGXFWLRQ
F\FOH WLPHDQG UHVSRQVH WLPH WRFXVWRPHU UHTXHVWV&RQVHTXHQWO\ LW LVQHFHVVDU\ WR IRFXVRQ WKH LPSURYHPHQWRI
WKHVH WHPSRUDOGLPHQVLRQV7KLV UHTXLUHV WKDWDOOPDMRUDFWLYLWLHVZLWKLQ WKHEXVLQHVVXQLWVKDYH WLPHGREMHFWLYHV
3RRUTXDOLW\ZKLFKUHTXLUHVLQVSHFWLRQWHVWLQJDQGUHSDLULVDPDMRUFDXVHXQGXHFRQVXPSWLRQRIWLPH(OLPLQDWLQJ
RIWKHFDXVHVRISRRUTXDOLW\WKHUHIRUHFDQGUDVWLFDOO\UHGXFHSURGXFWLRQF\FOHWLPHDQGLPSURYHUHVSRQVHWLPHWR
FXVWRPHUUHTXHVWV
,QQRYDWLRQDVDVWUDWHJLFZD\WRDFKLHYHFRPSHWLWLYHDGYDQWDJHLQFOXGHERWKQHZWHFKQRORJ\DQGQHZZD\VRI
GRLQJWKLQJV,WFDQPDQLIHVWLWVHOILQQHZSURGXFWGHVLJQQHZSURGXFWLRQSURFHVVHVDQGQHZZD\RIWUDLQLQJSHRSOH
RUQHZPDUNHWDFFHVV:KHQWKHFRPSDQ\UHDOL]HGDQDGYDQWDJHWKURXJKLQQRYDWLRQLWFDQEHPDLQWDLQHGRQO\E\
FRQWLQXRXVLPSURYHPHQW
,QWKHODVWGHFDGHRIWKHWKFHQWXU\LW LVQRWDEOHUHGLUHFWLRQRIWKHDWWHQWLRQRI01&VWRZDUGVLQWHJUDWLRQWKH
DVSHFWVRIVXVWDLQDELOLW\LQWRWKHLUSROLFLHVVWUDWHJLHVDQGSUDFWLFHV³6HYHUDOLPSRUWDQWLQVWLWXWLRQDOPRPHQWVKDGD
SUHFHGHQWLPSDFWRQWKHFKDQJHRIFRUSRUDWHDWWLWXGHWRZDUGVWKHHQYLURQPHQWDQGVXVWDLQDEOHGHYHORSPHQW$NH\
SRLQW WKDW LV FRQVLGHUHG DPLOHVWRQH LQ WKH GHYHORSPHQW RI FRUSRUDWH VRFLDO UHVSRQVLELOLW\ DQG GLYHUW DWWHQWLRQ WR
VROYLQJ JOREDO HQYLURQPHQWDO SUREOHPV DQG DFKLHYLQJ VXVWDLQDEOH GHYHORSPHQW WRRN SODFH LQ  DW WKH (DUWK
6XPPLWLQ5LR7KHQHHGIRUXUJHQWXQGHUWDNLQJFROOHFWLYHDFWLYLWLHVLQRUGHUWRPLQLPL]HWKHJDSEHWZHHQHFRQRPLF
JURZWKDQGHQYLURQPHQWDOSURWHFWLRQLQGLFDWLYHLQGLFDWHVSULQFLSOHRIWKH5LR'HFODUDWLRQ,WVHWVRXWDUHTXHVWIRU
³LQWHUVWDWH FRRSHUDWLRQ LQ SUHYHQWLQJ UHORFDWLRQ DQG WUDQVIHU RI DQ\ DFWLYLWLHV DQG VXEVWDQFHV WKDW FDXVH VHYHUH
HQYLURQPHQWDO GHJUDGDWLRQ RU DUH KDUPIXO WR KXPDQ KHDOWK´ ,Q DGGLWLRQ WKH 'HFODUDWLRQ FRPPLWV WKH EXVLQHVV
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FRPPXQLW\WRVXSSRUWWKHSUHFDXWLRQDU\SULQFLSOHZLWKUHJDUGWRHQYLURQPHQWDOLVVXHVDQGWRXQGHUWDNHDFWLYLWLHVWR
SURPRWH HQYLURQPHQWDO UHVSRQVLELOLW\ DV ZHOO DV WKH GHYHORSPHQW DQG GLIIXVLRQ RI HQYLURQPHQWDOO\ FOHDQ
WHFKQRORJLHV $OVR LQ D JOREDO DFWLRQ SODQ IRU WKH VW FHQWXU\ VRFDOOHG $JHQGD  WKHUH DUH QXPHURXV
UHTXLUHPHQWV WKDW 01&V VKRXOG IXOILO LQ RUGHU WR HQVXUH WKHLU EXVLQHVV LQ DFFRUGDQFH ZLWK WKH SULQFLSOHV RI
VXVWDLQDELOLW\´-RYDQRYLüHWDO
,W VKRXOG EH QRWHG WKDW WKH GHILQLWLRQ RI VXVWDLQDEOH GHYHORSPHQW SUHVHQWHG LQ WKH %UXQGWODQG UHSRUW LV D
QRUPDWLYHFRQFHSWWKDWLQFOXGHVVWDQGDUGVRIFRQGXFWWREHIROORZHGLIKXPDQFRPPXQLWLHVVHHNWRVDWLVI\WKHLURZQ
QHHGV RI VXUYLYDO DQG SURVSHULW\ ,W LQFOXGHV WKUHH EDVLF FRPSRQHQWV HFRQRPLF VRFLDO DQG HQYLURQPHQWDO
FRPSRQHQW WKDW PDNH XS WKH IRXQGDWLRQ RU WKH SLOODUV RI VXVWDLQDEOH GHYHORSPHQW 7KHVH SLOODUV RI VXVWDLQDEOH
GHYHORSPHQWPDGHWKHFRUSRUDWHVRFLDOUHVSRQVLELOLW\DVDJXLGLQJIUDPHZRUNIRUFRUSRUDWHDFWLYLWLHV
01&VKDYHEHFRPHDZDUHRI WKH LPSRUWDQFHRIFRUSRUDWHVRFLDO UHVSRQVLELOLW\DQGUHIRUPRI WKHPDQDJHPHQW
V\VWHPLQRUGHUWRLQFUHDVHUHVSRQVLELOLW\WRHQYLURQPHQWDODQGVRFLDOLQWHUHVWVRIYDULRXVVWDNHKROGHUV0DQ\01&V
VHHLPPHGLDWHDQGGLUHFWEXVLQHVVEHQHILWVRIDGRSWLQJFRUSRUDWHVRFLDOUHVSRQVLELOLW\LQWKHIRUPRIFRVWUHGXFWLRQ
ORZHUULVNDQGUHVSRQVLELOLW\DQGPRUHHIILFLHQWEXVLQHVV,QWKHSURPRWLRQRIVXVWDLQDEOHGHYHORSPHQWWKURXJKWKH
LPSOHPHQWDWLRQRI&65SURJUDPV WKH\UHFRJQL]H WKHRSSRUWXQLW\ WR LQFUHDVHFRPSHWLWLYHDGYDQWDJH LQFOXGLQJ WKH
DFKLHYHPHQWRIORQJWHUPDQGVWDEOHUHWXUQVFRQVHUYLQJNH\UHVRXUFHVDQGUDZPDWHULDOVLPSURYHWKHLPDJHRIWKH
FRUSRUDWLRQDQG WKHGHYHORSPHQWRIQHZSURGXFWV7KH LPSDFWRIFRUSRUDWH VRFLDO UHVSRQVLELOLW\SUDFWLFHVRQ WKH
FRPSHWLWLYHSHUIRUPDQFHRI01&VLQWKLVSDSHULVDQDO\]HGLQDZD\WKDWWDNHVLQWRDFFRXQWLWVLPSDFWRQWKHNH\
VWUDWHJLFYDULDEOHVWKDWGHWHUPLQHWKHFRPSHWLWLYHDELOLW\RIWKHFRUSRUDWLRQV7KHSHUIRUPHGDQDO\VLVVKRZHGWKDWWKH
XVHRIZHOOGHVLJQHG&65SURJUDPVDOORZWR01&VQRWRQO\WRDFKLHYHVLJQLILFDQWFRVWVDYLQJVEXWDOVRDQLQFUHDVH
LQ SURGXFW TXDOLW\ DQG FXVWRPHU OR\DOW\ HQFRXUDJH WKH GHYHORSPHQW RI LQQRYDWLYH FDSDELOLWLHV DQG VXSSRUW WKH
FRQFHSW RI IOH[LELOLW\ LQ EXVLQHVV 2Q WKDW ZD\ &65 EHFRPH DQ LPSRUWDQW VRXUFH RI LPSURYLQJ WKH FRPSHWLWLYH
SHUIRUPDQFHRIWKH01&V
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